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A P. RICHARDSON

Editor

EDITORIAL
Confusion in High Places
When the supreme court decision in the Macomber vs. Eisner
case was handed down and stock dividends were thereby declared
exempt from income taxation, a lady whose source of livelihood
is largely dividends of corporations remarked, “Isn’t that de
lightful. I shall have practically no income tax to pay.” It re
quired a good deal of explanation to demonstrate the difference
between dividends on stock and stock dividends.
The confusion in the lady’s mind was typical of a great deal
of public misconception as to the true nature of a stock dividend.
Probably not one per cent of the population of the United States
could give anything approaching an intelligent definition of the
phrase “stock dividend.”
In view of the tremendous importance of the supreme court’s
decision in the case above mentioned it is most regrettable that
there should be so widely prevalent a misconception. There seems
to be excuse for much of the misunderstanding on the part of the
public, particularly that part which is not concerned in investment
in securities, but it seems altogether amazing that a complete
misunderstanding should be found in the halls of our national
legislature.
As an illustration of the fact that such a misunderstanding
does prevail, we publish below a series of letters between a mem
ber of the American Institute of Accountants and Senator Nelson
of Minnesota.
Senator Knute Nelson is one of our most esteemed and stal
wart senators. He is a man who exemplifies to a remarkable
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degree the opportunity which America offers to its immigrant
population. For years he has stood for right and justice and the
American ideal, and we are glad to have an opportunity to testify
to the general appreciation of his services.
But Senator Nelson has wandered far from his proper sphere
of activity in introducing the bill mentioned in the subjoined
correspondence.
We publish the letters, not in any spirit of antipathy, but rather
with a feeling of amazement that a senator of such long experi
ence and ability should display so absolute an ignorance of some
of the principles of finance. It causes us to wonder whether the
level of senatorial perception in financial matters is not lower
than it might be for the safety and sanity of legislation. (There
are several errors in the letters obviously due to clerical careless
ness but they do not greatly obscure the senator’s intent).
Minneapolis, Minn., March 27, 1920.
Honorable Knute Nelson, U. S. Senate, Washington, D. C.

Dear Sir:
Dispatches printed in the Minneapolis papers indicate that you have
introduced a bill in the senate providing for a constitutional amendment by
which stock dividends would be declared to be income to the recipient.
I know of no sound economic reasoning by which such stock dividends
can be considered income. My experience in preparing federal income-tax
returns convinces me that a change in the law as provided in the bill you are
reported to have introduced would add one more inequality to those now
existing in our federal tax legislation. I therefore urge that you recon
sider your action, especially in the light of the majority opinion handed down
by the supreme court in the case of Macomber vs. Eisner.
I also wish to express the opinion of a humble voter that the congress can
do nothing which would please the residents of these United States more
than immediately enacting a budget bill such as we have been promised for
a number of years, but which has as yet failed to materialize.
Yours very truly,
A. F. Wagner.
UNITED STATES SENATE

Committee on the Judiciary

March 30, 1920.
Mr. A. F. Wagner, Security Building, Minneapolis, Minn.
My Dear Mr. Wagner:
Your favor of the 27th is at hand. I regret I cannot agree with you.
If the majority of the decisions (sic) of the supreme court prevails, all
dividends of corporations can get immunity from taxation by being paid off in
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stock instead of cash. It is not only an evasion of the spirit of the law to
issue stock instead of paying cash to evade the income tax, but it also entails
additional burdens on the public, because the corporations will always insist
on having an income commensurate with the stock it issues.
Besides there is a great discrimination between an income of corporations
and the income of a partnership. Partnership may be engaged in the same
business as a corporation, and may have secured the same class of profits, but
they cannot escape liability by issuing new stock. The dividends will be
paid in cash.
I am sorry to see you take such a narrow view of the situation. If the
theory of the decisions is carried out, all incomes from corporations can
receive immunity by the issuance of stock dividends.
Yours very truly,
Knute Nelson.
Minneapolis, Minn., April 2, 1920.

Hon. Knute Nelson, U. S. Senate, Washington, D. C.

Dear Senator Nelson :
Your letter of March 31st relative to stock dividends is at hand, and a
careful reading thereof leads me to believe that you have been misinformed
as to some of the provisions of the revenue act of 1918. In the first place,
the issuing of the stock dividends in no way reduces the tax paid by a cor
poration; inasmuch as the corporation pays both income and excess profits
taxes on all income whether distributed or not. The taxability of stock
dividends thus in no way affects the tax paid by the corporation, but merely
changes the tax paid by the recipient of the dividends. You must realize
that in an expanding business it is impossible to pay out all the earnings in
the form of cash dividends. These undistributed earnings are allowed to
remain in the corporation’s surplus account, and before this country had an
income-tax law it was customary for corporations to declare stock dividends
which showed their stockholders that earnings had been retained in the
business instead of being paid out in cash. The recipient of such a stock
dividend has no money from this dividend until he sells the stock. Under
the decision of the supreme court in the Macomber vs. Eisner case, the
person who receives the dividend will have to pay a tax on such amount when
he disposes of the stock received as dividend and receives cash or some other
consideration therefor.
Since the recent decision of the supreme court, I have talked with
numerous attorneys, economists and accountants, and they are all of the
opinion that the decision was based on sound doctrines.
The paragraph in your letter relative to the discrimination between cor
porations and partnerships is very difficult to understand. In view of the
provisions of the revenue act, I have often advised clients in entering into
new enterprises to form a partnership instead of a corporation, because the
federal taxes on income would be smaller in total under the partnership
form. If you will read section 218 of the revenue act, you will find that

361

The Journal of Accountancy
partnerships as such are not subject to any tax. The individual partner pays
a tax on his share of the earnings, whether distributed or not. A corporation
pays a tax on all of its earnings whether distributed or not (usually at a
higher rate than applies to members of a partnership), and in addition, the
stockholders of the corporation pay a tax on all earnings distributed by the
corporation in cash. Thus the distributed earnings of a corporation are
taxed twice, once against the corporation when it earns them and, second,
against the stockholder when he receives them. Therefore, if there is any
discrimination between the tax on the income of corporations and on the
income of partnerships, the discrimination is against the corporation and in
favor of the partnership instead of as stated in your letter.
I do not see how you reason the statement made in the last part of your
letter that “If the theory of the decision is carried out all incomes for
corporations can receive immunity by the issuance of stock dividends.” If
you have ever been an officer of a corporation you will realize that the
stockholders want to receive dividends in cash, and make life unpleasant for
the officers unless they do receive such cash dividends. Furthermore, if they
receive a stock dividend which is worth nothing and sell it, the stockholder
has to pay a tax on this. In addition, the corporation itself has already paid
a tax on all of its earned income. Where is the immunity ?
Unless I hear from you to the contrary, I shall take the liberty to send
your letter to the American Institute of Accountants.
Thanking you for your prompt reply, I am
Yours very truly,
A. F. Wagner.
UNITED STATES SENATE
Committee on the Judiciary

April 5, 1920.
Mr. A. F. Wagner, Security Building, Minneapolis, Minn.
Dear Sir:
Yours of the 2d is at hand. I can only say in reply to the same at this
moment, that last week a subsidiary company of the Standard Oil Company,
out in Colorado, declared a two hundred per cent stock dividend, to the
great relief of the stockholders.
Yours very truly,
Knute Nelson.

Concerning Advertising
It is evidently difficult to please all the readers of The Journal
of Accountancy.
As an illustration, it may be mentioned that the editorial dis
cussing the question of advertising which appeared in the Feb
ruary, 1920, issue of this magazine, was productive of a consid
erable amount of correspondence, some of which was extremely
laudatory and some very much the reverse.
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For example, one correspondent says:
“The first and most serious impression we received in reading
this article was the fact that the opinions expressed were from
one who has reached the top rung of the ladder of success by long
and hard pulls and is obvious of the fact that others possessed
with the same faculties and genius, reaches the same height by a
shorter method, i. e. advertising; thus making keener competition.”
Another correspondent finds fault with us because “the article
. . . . was evidently written by someone who is loosing
ground and feels resentful to the more progressive element.”
We publish the foregoing quotations exactly as received, both
orthographically and syntactically. It appears that whoever was
the author of the editorial in question is to be condemned because
he has succeeded and also because he has failed.
The letters from which we quote are doubtless written in the
kindliest way, and if space permitted we should publish them in
full for there is a wealth of significance in the composition and
argument. Perhaps what we have given above, however, will
be sufficient to convince the intelligent reader that our editorial
opinions are utterly unworthy.

Income-Tax Department
The Journal of Accountancy and, we believe, all readers of
this magazine owe a debt of gratitude to John B. Niven, who for
six years past has conducted the Income-tax Department. Mr.
Niven’s services have been of great value to the accounting pro
fession and to others interested in the vital question of federal
taxation. He has served without thought of compensation or
reward of any kind except the advancement of a good cause.
Now that extreme pressure of work has made it necessary for
Mr. Niven to resign the editorship of the Income-tax Department,
we take this opportunity of expressing in an altogether inadequate
way our cordial thanks for his assistance.
The Income-tax Department in future will appear under the
editorship of Stephen G. Rusk, who for some years has been
closely connected with taxation matters. Mr. Rusk is a partner of
the firm of Nau, Rusk & Swearingen of Cleveland and a member
of the American Institute of Accountants.
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